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Dear Appl i c a n t :  

We have  c o n s i d e r e d  y o u r  a p p l i c a t i o n  f ~ r ~ b e c o g n i t i o n  o f  
exemptiorl  from f e d e r a l  income t a x  under  s e c t , i o n  5 0 1 ( c )  ( 4 )  o f  t h e  

. T n t e r n a l  Revenue Code. 

The i n  f o rma t  i o n  s u b m i t t e d  i n d i c a t e s  t h a t  y o u r  o r g a n i z a t i o n  
was i n c o r p o r a t e d  on    u n d e r  tvle l a y s  o f  t h e  S t a t e  
o f  ,  f o r  t h e  purpooe  o f  promot!ng s o c i a l  w e l f a r e  by 
c o n t r o l l i n g  t h e  r i s i n g  c o s t  o f  h e a l t h  care, improv ing  t h ~  
a c c e s s j b i l  i t ) .  of c a r e  t o  consumers ,  and  imp+G.ing t h e  q u a l i t y  o f  
c a r e .  I 

l o u r  o r g a n i . z a t i o n l s  p r i m a r y  a c t i v i t y  is1 ' p r o v i d i n g  p h y s i c i a n  
s e r v i c e s  t o  s r ~ b s c r i b e r s  o f   

    , a  non-prof it c o r p o r a t i o n .  Your 
o r g a n i z a t i o n  a n d  t h e  H e a l t h  P l a n  s h a r e  i i r t e r l o c k i n g  d i r e c t o r a t e s ,  
w i t h  yo~lt: IIna 1.d o f  D i r e c t o r s  composing t h e  c ,d ;+porate  membership 
o f   Your E x e c u t i v e  D i r e c t o r  is a1'90 t h e  P r e s i d e n t  o f  

. 

Your o r q a n i 7 , a t i o n  is a  component p a r t  o f   a s  
( l c f i n c d  i n  t t l c  f e d e r a l  H e a l t h  Main tenance  O r g ' a n i z a t i o n  A c t  of 
1 9 7 3 ,  F ' . I , .  9 7 2 2 ,  a s  amended. d e t s r m i n e s  t h e  b e n e f i t  
7 a c k a g ~  and r o s t ,  and y o u r  o r g a n i z a t i o n  d e l i v e r s  t h e  services of  
I l r a l t h  ca t -P  p r o f e s s i o n a l s .  c o l l e c t s  month ly  c a p i t a t i o n  
f t ~ e s  from s u b s c r i b e r s ,  t h e n  p a y s  y o u r  o r g a n i z a t i o n  a mon th ly  sum 
to c c v c r  t ! ~ n  costs of c a r e  t h a t  you p r o v i d e .  , 

Your member d o c t o r s  a r e  p a i d  a t  % o f  t h e i r  r e g u l a r  f e e  
s c h e d u l e .  I f  t h e y  p r o v i d e  emergency care ,  t h e y  a r e  compensa ted  
on  a f e e - f o r - s e r v i c e  b a s i s .  I f  r evenue6  a r e  i n s u f f i c i e n t  
t o  c o m p e n s a t ~  y o u r  members f o r  t h e  s e r v i c e s  t h e y  p r o v i d e ,  y o u r  
members llave no r e c o u r s e  and must  b e a r  t h e  l o s s .  

Your o r g a n i z a t i o n  p l a n s  and  c o n d u c t s  s y s t e m a t i c  p e e r  r e v i e w ,  
and  p r o v i d e s  c :ont inuing e d u c a t i o n  f o r  member p h y s i c i a n s .  You 
m a i n t a i n  a t  l c a s t  one  f u l l - t i m e  d o c t o r  f o r  e v e r y   members o f  

V. 



    

s e c t i o n  5 0 1  ( c )  ( 4 )  o f  t h e  Code p r o v i d e $ .  f o r  t h e  e x e m p t i o n -  
f rorn f e d e r a l  i ncome  t .ax o f  c i v i c  l e a g u e s  or '  o r g a n i z a t i o n s  n o t  
o r g a n i z e d  f o r  p r o f i t  b u t  o p e r a t e d  e x c l u s i v e l y  f o r  t h e  p r o m o t i o n  
o f  s o c i a l  w ~ l f a r e .  

S e c t i u n  1 . 5 0 1 ( c )  ( 4 )  - l ( a )  ( 2 )  ( i )  o f  t h e  , R e g u l a t i o n s  p r v v i c  4 

t h a t  a n  o r ~ g a n i z a t i o n  is o p e r a t e d  e x c l u s . i v e l y  f o r  t.he p r o m o t i o n  o f  
s o c i a l .  w c l f ' a r e  i f  i t  is p r i m a r i l y  engaqqd  i,n, p r o m o t i n g  i n  some 
way t h e  common good  a n d  g e n e r a l  w e l f a r e ' o f  t h e  communi ty .  An 
o r q a n i z a t .  i o n  ernbraced w i t - h i n  t h i s  s e c t i d n  i&: o n e  t h a t  is o p e r a t e d  
p r i m a r i l y  f o r  t h e  p u r p o s e  o f  b r i n g i n g  a b o u t  k i - ~ i c  b e t t e r m e n t  a n d  
s o c i a l  i m p r o v e m e n t s .  

: i 

R e v c r ~ u c  R u l i n g  86-98 ,  1986-2 C.B.  7 4 ,  h o l d s  t h a t  a n  
i n d i v i c l u a l  p r a c t - i c e  o r g a n i z a t i o n  p r o v i d i n g  h , e a l t h  s e r v i c e s  
t h r o u q h  w r i t t e n  a g r e e m e n t s  w i t h  h e a l t h  m a i n t e n a n c e  o r g a n f z a t i o n n  
does  not qua1  i f y  f o r  e x e m p t i o n  f rom f e d e r a l  i ncome  t a x  a s  a 
s o c i a l  w c l f a r e  o r j a n i z a t i o n  u n d e r  s e c t i o n  5 0 1 ( c ) ( 4 )  o f  t h e  Code .  
The  Rev. 1?111. s t a t e s  t h a t  t h e  i n d i v i d u a l  p r a c t i c e  a s s o c i a t i o n  
" o p e r a t e s  i n  a  manner  s i m i l a r  t o  o r g a n i z a t i o n s  c a r r i e d  on  f o r  
p r o f i t ,  arid its p ? i m a r y  b e n e f i c i a r i e s  a re  i'ts m e m b e r - p h y s i c i a n s  
r a t h e r  t t inn  " l ie r,ommuni.ty a s  a w h o l e .  " 

Your main  f u n c t i . o n  is tc p r o v i d e  y o u r  members w i t h  a c c e s s  t o  
a l a r g e  gt:oup o f  p a t i e n t s  ( t h e   s u b s c r ' i b e r s ) .  A l s o ,  w h i l e  
y o u r  member p h y s i c i a n . :  p r o v i d e  m e d i c a l  ca rep , :  a t  s l i g h t l y  b e l o w  
t h e i r  i n d i . v i d u a l  r e g u l t r  f e e  s c h e d u l e s , " t . h e ~  a r e  a p p a r e n t l y  f r e e  
t o  s e t  t t ia t .  schedl1J.e a t  qny p r i c e  t h e y  c h o o 9 e .  T h e r e f o r e ,  u n d e r  
Rev.  R u l .  86 -98 ,  you d o  l , o t  q u a l i f y  f o r  e x e m p t i o n  u n d e r  s e c t i o n  
5 C l ( ~ j  ( 4 )  h e c a u s e  you a r r  a n  i n d i v i d u a l  p r a c t i c e  o r g a n i z a t i o n  
p r o v i d i n g  h e a l t h  s e r v i - c e ;  t o  s u b s c r i b e r s  o f  a h e a l t h  m a i n t e n a n c e  - 
o r g a n i z a t i o n ,  a n d  becaus? you  p r i m a r i l y  b e n e f i t  member d o c t o r s  
r z t h c r .  tb:.~:: t h e  ?.-.mn;unity. 

Accor . ( :~ . ingly ,  w e  c o n c l u d e  t h a t  you d o  n o t  q u a l i f y  f o r  
r e c 0 q n i t . i  c:ri o f  c . x ~ m p t . i o ~ l  f rom f e d e r a l  i ncome  t a x  u n d e ~  s e c t i o n  
5 0 1  (c) ( 4 )  o f  t h e  C o c l e .  T h e r e f o r e ,  you  are  r e q u i r e d  t o  f i l e  
f e d e r a l  income t a x  r e t v  . n s .  

You / l a v e  t h e  r i g h t  t o  p r o t e s t  o u r  r u l i n g  i f  you  b e l i e v e  t h a t  
it. is i n c o r r e c t .  To p r o t e s t ,  you  s h o u l d  s u b m i t  a  s t a t e m e n t  o f  
y o u r  v i e w ? ,  w i t h  R f u l l  e x p l a n a t i o n  o f  y o u r  r e a s o n i n g .  T h i s  
s t a t e m c r t  m u s t  be s u b m i t t e d  w i t h i n  30 d a y s  o f  t h i s  l e t t e r  a n d  
m u s t  b e  s i g n e d  by o n e  o f  y o u r  o f f i c e r s .  You a l s o  h a v e  a r i g h t  t o  
a c o n f e r c r i c e  i n  t h i s  o f f i c e  a f t e r  y o u r  statement is s u b m i t t e d .  
I f  y o u  wa~it .  a c n n f e r e n c e ,  you  m u s t  r e q u e s t  it. when y o u  f i l e  y o u r  
p r o t e s t  s t a t e m e n t .  I £  you  a r e  t o  be r e p r e s e n t e d  b y  someone  who 
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is not onn of ycur officers, he/she must f~le a proper power of
attorney nnd otherwise qualify under oGr Cbnference and Practice

I I,'
Requiremf'l1ts.

If W0 do not hear from you within 30 days, this ruling will
become final and copies will be forwarded to your key District
Director. Thereufter, i.f you have any questions about your
federal illcome tRX status, including quest~ons concerning
report in'! r equ i r ornen t s , please contact your key District
Director.

Whetl sUbmitting additional letters with respect to this case
to the TI1ternal Revenue Service, you will expedite their receipt
by p Laci.r«r the following symbols on the envelope:

'l'11 0 s e symbol s do not refer to your case but rather to its
location.

cerely y urs,

~t or'ganizations
RUlings Branch

r




